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j Misses estimates by 18 %, NSCI disappoints 



• Net income misses SFC and consensus estimates by c.18%. NSCI disappoints 
(-12% versus expectations) with NIM proxy declining 35 bps Q/Q 

• Support from gains on non-trading investments, in contrast to sector, 
bolstered non-interest income 

4Q15 profit below our expectations 

Arab National Bank (ARNB) posted 4Q15 net profit of SAR 594 min, which was below our and 
consensus estimates (c.18% deviation versus SFC and Consensus). At the NSCI level, the bank 
underperformed versus estimates, down 10% Q/Q and 4.5% versus 4Q14. This is in contrast to 
the sector, as banks who have reported thus far have posted 3.2% Q/Q and 7% versus 4Q14 
growth in NSCI. ARNB’s NIM (using proxy until detailed numbers are available) has declined by 
35 bps Q/Q, whilst other banks have reported a 10 bps increment in NIM. This may have been 
driven by large uptick in higher cost deposits, but appears relatively unlikely. We estimate that the 
sharp NIM decline may have been driven by the bank selling long-dated investments in 
anticipation of higher interest rates early in 4Q. This would also explain why ARNB management 
reports higher gains on non-trading investments, while other banks have reported declines. 
Deposits and loans grew by 2.4% Q/Q and 2.1% Q/Q respectively, while simple LDR ticked lower 
by 22 bps Q/Q. 

Non-interest income disappoints; credit quality holding up 

Non-interest income has disappointed which according to management commentary was due to 
lower banking fees, which partly offset by increase in gains on non-trading investments and other 
operating income. The bank recorded a rise in its investment portfolio on a Q/Q basis (up 8.2%), 
which also is in contrast to the sector, which thus far has seen investment portfolios shrink by 
8.5%. Expenses also rose by 12.3% Q/Q, which management attributes to higher provisioning 
against credit impairment and employee costs. Higher employee costs was a risk we highlighted 
as a risk in our initiation report, which may also play a role in 2016 profitability. While provisioning 
against credit impairment was higher Q/Q, it was below our expectations, which suggests that 
credit quality is holding up well given the operating environment. We however forecast that cost of 
risk has bottomed out in 2015, and will rise going forward. 

BUY rating with TP of SAR38 

Since we initiated coverage of ARNB with a BUY rating and SAR 38 target price, the stock has 
declined by 23% (slightly underperforming the sector). The 4Q15 results raise risk associated 
with our rating, as of now we see no reason to re-rate the stock unless detailed financial 
statements indicate higher risks with respect to core demand deposits or credit quality. In our 
model and valuation update once detailed financial statements are available, we see an upside 
risk to NIM forecasts given above forecast rise in interest rates, and we are paring dividend 
forecasts due to tighter sector liquidity and regulatory guidelines (to SAR 1 .05 and SAR 1 .20 
201 6E and 201 7E respectively. 



1 SAR min 


4Q15 


3Q15 


4Q14 


Q/Q% 


Y/Y % 


4QSFC 


Dev % 


4QCons. 


Dev % 1 


Net Commission Income 


901 


995 


942 


-9.5 


-4.4 


1,020 


-11.7 


-na- 




Other Operating Income 


486 


475 


506 


2.4 


-3.8 


577 


-15.7 






Total Income 


1,387 


1,470 


1,448 


-5.6 


-4.2 


1,597 


-13.1 


1,505 


-7.8 


Expenses 


793 


706 


819 


12.3 


-3.2 


871 


-9.0 






Net Income 


594 


764 


629 


-22.2 


-5.5 


726 


-18.1 


721 


-17.6 


Total Assets 


170,421 


164,863 


164,668 


3.4 


3.5 










Investments 


33,239 


30,717 


33,876 


8.2 


-1.9 










Net Loans 


115,144 


112,747 


103,724 


2.1 


11.0 










Deposits 


135,687 


132,522 


129,631 


2.4 


4.7 










Simple LDR 


84.86 


85.08 


80.01 


(22) 


485 











Source: Company, SFC, Bloomberg 
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Rating Framework 

BUY 

Shares of the companies under coverage in this report are expected to outperform relative to the sector or the broader market. 

HOLD 

Shares of the companies under coverage in this report are expected to perform in line with the sector or the broader market. 

SELL 

Shares of the companies under coverage in this report are expected to underperform relative to the sector or the broader market. 
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This report is prepared by Saudi Fransi Capital (“SFC”), a fully-fledged investment firm providing investment banking, asset 
management, securities brokerage, research, and custody services. SFC, and its affiliate, might conduct business relationships with 
the company that is subject of this report and / or own its security. 

This report is based on current public information that we consider reliable, but we do not represent it is accurate or complete, and it 
should not be relied on as such. Accordingly, no representation or warranty, express or implied, is made as to, and no reliance should 
be placed on the fairness, accuracy, completeness or correctness of the information and opinions contained in this report. 

This report is intended for general information purposes only, and may not be reproduced or redistributed to any other person. This 
report is not intended as an offer or solicitation with respect to the purchase or sale of any security. This report is not intended to take 
into account any investment suitability needs of the recipient. In particular, this report is not customized to the specific investment 
objectives, financial situation, risk appetite or other needs of any person who may receive this report. SFC strongly advises every 
potential investor to seek professional legal, accounting and financial guidance when determining whether an investment in a security 
is appropriate to his or her needs. Any investment recommendations contained in this report take into account both risk and expected 
return. 

To the maximum extent permitted by applicable law and regulation, SFC shall not be liable for any loss that may arise from the use of 
this report or its contents or otherwise arising in connection therewith. Any financial projections, fair value estimates and statements 
regarding future prospects contained in this report may not be realized. All opinions and estimates included in this report constitute 
SFC’s judgment as of the date of production of this report, and are subject to change without notice. Past performance of any 
investment is not indicative of future results. The value of securities, the income from them, the prices and currencies of securities, 
can go down as well as up. An investor may get back less than what he or she originally invested. Additionally, fees may apply on 
investments in securities. Changes in currency rates may have an adverse effect on the value, price or income of a security. No part 
of this report may be reproduced without the written permission of SFC. Neither this report nor any copy hereof may be distributed in 
any jurisdiction outside the Kingdom of Saudi Arabia where its distribution may be restricted by law. Persons who receive this report 
should make themselves aware of, and adhere to, any such restrictions. By accepting this report, the recipient agrees to be bound by 
the foregoing limitations. 
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